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The Federal Reserve Federal Open Market Committee released their most recent statement on 
monetary policy Wednesday. In it, the Fed determined to increase the federal funds rate to a 
range of 1.75 to 2.0%, an increase of 0.25%. This was the second rate hike in 2018 after the Fed 
held the key rate steady at their early May meeting.  
 
The changes from the May statement indicate the Fed believes the economy is strengthening at 
a faster rate. Specifically, they changed language to show economic activity is rising at a “solid” 
rate, versus a “moderate” rate in the May statement. They also acknowledge that the 
unemployment rate has declined and household spending, the primary driver of GDP in recent 
years, has picked up. Outside of the Fed statement, this view of an accelerating economy is 
reinforced by stronger than a stronger than expected jump in retail sales in May, and 
expectations that quarterly GDP growth may exceed a 4% rate for the second quarter, the 
fastest growth in nearly four years.1 
 
The Committee also removed some language which has consistently indicated an expectation 
for “gradual increases” in the federal funds rate and a fed funds level which was expected to 
remain “… below levels that are expected to prevail in the longer run.” This potentially signals 
that the Fed expects to increase rates at a more rapid pace. Consistent with this implied 
expectation, the projection materials now reflect an expectation of two more increases in 2018, 
where previously only one more increase was expected. The long-run expectation for a federal 
funds rate average of 2.9% remains unchanged.  

                                                           
1 “Strong Spending Date Shows U.S. Economy Chugging Ahead of Europe and Asia,” Wall Street Journal, June 14, 2018 

 



 
If there is a concerning change in the projection materials, it’s that the inflation expectations 
has picked up for the next two years. The question is whether expectations of increased 
inflation ultimately undershoot actual inflation. At the same time, there could be a question 
whether rate expectations are unreasonably low owing to recency bias (the tendency to think 
that recent data are indicative of a new normal which results in a failure to properly consider 
data which is inconsistent with that view).  
 

What Does This Mean for Investors? 
In my opinion there were no surprises in the Fed statement. The economic data have been 
improving, and with that background one would expect the Fed to continue tightening rates 
which remain below historical average. As is the case with the last two Fed statements under 
Fed Chair Powell, I view the Fed statement positively specifically because there were no 
surprises.  
 
While expectations for inflation are up slightly, the projection continues to reflect expected 
inflation which runs below the trend experienced in prior periods of economic expansion. In 
addition, the long-run expectation for the fed funds rate also remains below prior cycle highs. If 
the projected scenario holds, it generally should be good for company valuations as earnings 
won’t be discounted by investors as much as they would be in higher inflationary 
environments. In addition, it remains positive for earnings as the cost of financing, while higher, 
isn’t currently expected to break out of a reasonable range. In short, there is nothing in the Fed 
statement to suggest a change in investment posture is necessary. Of course, all of that can 
quickly change with an economic or geopolitical shock  
 
There are four Committee meetings remaining in 2018. Two of those are conference meetings 
which will allow Powell to add color to the accompanying Fed statements. As a result, my 
expectations are for a rate increase with the September meeting, followed by the December 
meeting.  
 

 
 
 
 
 
 
 
 
 
 
 

Nothing in the article above is intended as advice to buy, sell or take any other action on an investment portfolio. Investing involves 
risk, including the risk of loss. For more information on the services available through Sanitas Wealth Management, please contact 

Jaco Jordaan at info@sanitaswealth.com 
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